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Abstract 
Offshore IT (information technology) outsourcing is an interesting business opportunity for Indonesian software 
vendors. However, Indonesian software vendors have not been able to enjoy the financial benefits since IT offshoring 
market are dominated by software vendors from India and China. This study tries to find out how to develop IT 
vendor’s operational capabilities to serve offshore projects. A conceptual research model was developed using 
(Jarvenpaa, 2008) as a major literature together with (Guopeng & Bo, 2008) and (Wade & Hulland, 2004). 
Operational capabilities discussed in this study include process, HR, client-specific, and technology capabilities. For 
the part of the research reported in this paper, a case study was done using semi structured interviews in an 
Indonesian IT company has executed several offshore projects. This study collects some good practices that had been 
implemented to develop company’s operational capabilities and enhance company’s competitive advantage. 
© 2012 Published by Elsevier Ltd. Selection and/or peer review under responsibility of JIBES University, 
Jakarta 
Keywords: offshore IT outsourcing; Indonesia; operational capabilities, IT vendors, offshore IT projects 
1. Introduction 
Offshore IT (Information Technology) outsourcing is the practice of outsourcing business activities 
related to information technology from the client companies to vendors in different countries (Rottman & 
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Lacity, 2007; Kshetri, 2007). The practice of offshoring is contracts with third parties for the completion of 
a job in which the length of time, cost, and service levels have been determined (Oshri et al., 2009). 
Offshore IT outsourcing is widely known in the world in early 1990 when Kodak moved all its 
information system activities to IBM with a contract value of $ 250 million (Winkler et al., 2008). Since 
then the practice of offshoring is much used by large-scale companies (clients) in developed countries like 
America and Japan. From the vendor perspective, offshoring became an interesting source of company 
revenue. However, Indonesian software vendors have not been able to enjoy the financial benefits and the 
offshore IT market are dominated by software vendors from India and China (Oshri et al., 2009).  
Various studies have been conducted to find out the core capabilities needed by offshoring companies 
in the world as found in Levina & Ross (2005), Ethiraj et al. (2005), Jarvenpaa (2008), and Guopeng & 
Bo (2008). Jarvenpaa (2008) stated that the core capabilities of the software vendors are a collection of 
the company's operational capabilities. Operational capability is the ability and knowledge directly 
involved in the provision of services or products (Jarvenpaa, 2008). Though a number have studies had 
been done on this topic, limitted or no empirical studies on this topic has been conducted in an Indonesian 
setting. This study aims at determining operational capabilities that important for software vendors in 
Indonesia and methods to improve the operational capabilities of the Indonesian software vendor to be 
able to compete with foreign vendors. 
2. Model development 
Jarvenpaa (2008) stated that the operational capabilities that are important to the success of the vendor 
are the human resource, processes, and client-specific capabilities. Guopeng & Bo (2008) and Wade & 
Hulland (2004) found that another important operational capability for software vendors is the 
technological capability. Thus there are four operational capabilities included in this research. Each 
capability has relationship with the others as presented in Fig 1. Square indicates the operational 
capabilities while the sentence contained in Fig 1 shows the method to develop operational capabilities. 
These methods attach to its specific operational capabilities (presented as square box) and to the 
connecting line. There are 2 types of connecting line in Fig 1. The first is direction type and the second is 
two direction type. One direction connecting line shows that one capability act as the foundation for the 
development of another capability. Jarvenpa (2008) suggested that HR capability has one direction 
relationship with the other capabilities. Two direction connecting line shows that the developments of 
both capabilities are related one to another. Methods which attach to this type of connecting line indicate 
that they are able to develop both connected capabilities. 
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Fig. 1. Conceptual research model 
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In this study, process capability is defined as the ability of software vendors in applying the standard 
working methodology, which consists of needs analysis, activity design, build, test software, and product 
delivery (Levina & Ross, 2003; Ethiraj et al., 2005). Project management capability and the ability in 
managing documentations of each activity performed are also important parts of the process capability. 
Sub-capabilitties for process capability are defined using 22 CMM process areas that have been grouped 
into 4 sections (Swinarski et al., 2006). The sub-capabilities are: routinization of assessment based 
process quality assurance, routinization of prevention-based process quality assurance, routinization of 
life cycle process, and the process of organizational management (Swinarski et al., 2006). 
Human resource (HR) capability is defined as the company's ability to manage HR in order to reduce 
employees’ turn over and to develop skills through various methods of HR development. Sub- 
capabilities for HR capability are: recruitment practices (Jarvenpaa, 2008; Guopeng & Bo, 2008), training 
and coaching programs (Levina & Ross, 2003; Guopeng & Bo, 2008), systematic career development 
system (Jarvenpaa, 2008), and the rewards, incentives, and benefit programs (Jarvenpaa, 2008; Levina & 
Ross, 2003) 
Client-specific capability is defined as the company's ability to perform routine relational 
/communication and arrangements supporting resources to understand the wishes of the client and to align 
vendor activities with the objectives of the clients, both short and long term relationships (Levina & Ross, 
2003; Ethiraj et al., 2005).  Sub-capabilities for client-specific capability are: understand the client 
business and needs (Rajkumar & Mani, 2001; Scheibe et al., 2006), designing effective communication 
and interaction patterns between clients and vendors (Rajkumar & Mani, 2001), and overcoming cultural 
and language differences (Guopeng & Bo, 2008; Jarvenpaa, 2008).  
Technology capability is defined as the company's ability to plan, manage, and use the infrastructure 
and technological knowledge to produce an effective and efficient problem solving solution for clients 
(Wade & Hulland, 2004). Sub-capabilities for technology capability are: technology infrastructure 
facilities (Rajkumar & Mani, 2001; Guopeng & Bo, 2008) and technology skills (Rajkumar & Mani, 
2001; Guopeng & Bo, 2008). 
3. Research methodology 
After developing a conceptual model, empirical investigation was executed using a case study 
approach. Case study research is appropriate in situations where the research question involves a ‘how,’ 
‘why,’ or exploratory ‘what’ question; the investigator has no control over actual behavioral events; and 
the focus is on contemporary phenomenon (Yin, 1994). In the case study, an exploration on how to 
develop key capabilities for software Indonesian vendor was performed. A number of semi-structured 
interviews were conducted based on protocols that have been prepared earlier. Interviews were conducted 
with 2 persons from the board of directors: Technical and Operational Director and HR Director. The 
interviews were recorded using a voice recorder to ensure the completeness of data obtained from 
informants. Interviews results recorded were then rewritten and later sent back to the informants to be 
validated and revised when necessary. Data collected from the case study was then used to analyse to 
model developed from literature. 
4. Results 
The case company is called Alpha, an Indonesian software company located in Jakarta and Amsterdam 
that provides services for international clients in The Netherlands, Australia and Singapore. Established in 
May 2006, Alpha has 12 employees (programmers and analysts). As a company that has experience in the 
offshore outsourcing services, Alpha confirms that the process, HR, client-specific, and technology 
capabilities are important to deliver good quality works. 
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4.1. Process Capability  
Generally there are two main methods of process capability development conducted at Alpha. The first 
method is defining standard operating procedure (SOP) and work documentations. Complete 
documentation helps companies in developing a better work by leveraging the works that have been done. 
Documentation also helps the clients and vendor during the development, maintenance, and 
troubleshooting activities. The second method is to adopt the working methods of the client. Client 
companies, especially large clients usually have better work and project management methods. Through 
cooperation with clients, Alpha can learn the methodology of the client's work processes and adopt 
relevant knowledge for the improvement of its process capability. Besides the two methods, CMM 
(Capability Maturity Model) certification by the vendor company is one important method for process 
capability improvement mentioned in many previous studies (Levina & Ross, 2003; Ethiraj et al., 2005; 
Swinarski et al., 2006; Jarvenpaa, 2008). Nevertheless Alpha has not yet performed CMMI 
standardization, and their CMMI level is close to level 1. In a software development project, Alpha 
followed standard software life cycle methodology. The methodology divides the work of a software 
development project into 3 major stages: the planning phase, implementation, testing, and documentation 
phase, and delivery and maintenance stage.  
4.2. Human Resource Capability  
Alpha recruits experienced and non-experienced employees. To enhance the communication capability 
Alpha hired an operational director who has experiences with international projects and has worked 
abroad. Alpha already has training and coaching programs that have been tailored to the needs of the 
company and its clients. Coaching programs were conducted internally, in the form of knowledge sharing 
among employees. These have been done routinely (every week). SOP also help employee to do the job 
with quality results. 
Alpha has an annual budget for training and certification of its employees. Alpha also has a systematic 
career development system that gives employees opportunities to develop their carrier. Employee’s 
positions are divided into several levels, starting from trainee, junior programmer, programmer, senior 
programmer, programmer analyst, systems analyst, and manager. Alpha has a comprehensive 
remuneration system. Alpha’s Director stated that that the interesting remuneration and incentives system 
is the key for the company to maintain its employees. 
4.3. Client-Specific Capabilities  
To develop their client-specific capability, Alpha set up branch offices in the client country and utilize 
“bridge engineer”. Jarvenpaa & Mao (2008) explain bridge engineer as a vendor’s personnel who stays on 
client’s site to handle the day-to-day interaction between the client and the offshore vendor. This way part 
of the interactions with the client's representatives can be done face to face. Direct face-to-face 
communication is the most effective method to convey information than other communication methods 
such as e-mail, fax, telephone and tele-conference. Nevertheless communication with offshore clients is 
also done regularly through e-mail and telephone during pre-project, project, and post project stage. 
Communication is undertaken by the project manager and TO (technical & operations) director. Long-
term cooperation through repeated contracts can increase the client-specific capabilities. Client-specific 
capabilities can also be enhanced by designing the organizational structure of the vendor project team in 
accordance with the structure of the client organization. This helps to determine the lines of 
communication with clients and other team members. The overseas work experience and education 
owned by the top management members also help in developing client-specific capabilities while at the 
same time support the company in building network to potential prospects and partners to work together. 
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4.4. Technology Capability  
Alpha has a technology infrastructure that has been adapted to their specific work environment. Alpha 
acts as a “simple” laboratory of the clients’ IT/IS divisions. Therefore, according to the Directors, it is not 
necessary for Alpha to have sophisticated infrastructures because they can use clients’ infrastructure for 
testing and other specific purposes. The skill of the employees is continuously reviewed and updated 
following the programmer needs and the needs of clients’ projects.  
Alpha’s methods to develop technological capabilities include training (knowledge transfer) programs 
and technology skill coaching. Knowledge transfer can be executed externally (certification, training 
courses) and internally executed through knowledge sharing activities among employees. Alpha assures 
that the development of hardware, software and licenses, the Internet network, and other electronic 
devices to be tailored to client needs and to support the operational work of the company. Alpha also 
develops its technological capabilities by working together with highly skilled partners and learning from 
them. In summary, the methods used by the case company in developing the four capabilities of offshore 
IT vendors are presented in Table 1.  
 
Table 1: Methods used by Alpha to develop the four capabilities 
Capabilities Mechanism for the capabilities development 
Process Adopt client’s work methodology (through routine interaction and bride engineer); SOP complience; Utilizing senior manager’s overseas experience 
HR 
Recruitment of experience, non-experience, and foreign employees; External and internal knowledge transfer; 
employee certification; Employee rotation; Foreign language training; Employee’s career development system; 
Wages and bonuses system 
Client-
specific 
Designing vendor’s organization structure based on client’s organization structure; Utilizing senior manager’s 
overseas experience; Developing technology infrastructure based on client’s need; Gaining client’s trust through 
interaction and long term cooperation; establishing branch office in client country; bridging engineer; training 
foreign language 
Technology Knowledge transfer, Infrastructure development based on client’s need and market; Work with highly skilled partners  
 
The results of case study are also used to verify the relationships among the operational capabilities as 
presented in the research model. Those relationships are: 
∞ Technology and client-specific capabilities can be developed simultaneously through infrastructure 
development based on client’s need and market. 
∞ Process and client-specific capabilities can be developed simultaneously through adoption of client 
processes and tools, bridge engineer placement, and utilization of senior manager’s overseas 
experience. 
∞ Process capabilities can be developed through the employee’s certification and SOP complience. 
∞ Client-specific capabilities can be developed through employee’s interaction and long term 
cooperation with client and foreign language training. 
∞ Technology capabilities can be developed through employee’s knowledge transfer. 
 
5. Conclusion 
Operational capabilities that must be owned by the offshore vendor's software in general and 
specifically in Indonesia, are the process capability, HR capability, client-specific capability, and 
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technology capability. This research discovers some mechanism for the development of the capabilities, 
as shown in Table 1. From the case study it is found that the case company already implements some 
strategies to develop the capabilities mentioned in literature such as supporting effective communication 
by developing a branch office (representative), hiring management and project managers with overseas 
experience. However case company hasn’t yet performed CMMI standardization, though ss a guideline 
CMMI standardization help software vendors to improve their process capability. In conclusion, the case 
company has performed a good effort to improve human resources capability, client-specific capability, 
and technology capability and more effort should be put on developing the process capability. 
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